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PAKISTAN: KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted). Official 
Exchange Rate: USS1 = Rs. 9.90. All years are Pakistan Fiscal 
Year (PFY), July 1 through June 30. 


% Change 
PFY PFY PFY over PFY 
1978-79 1979-80 1980-81 1979-80 


Gross National Product 19,526. 23,298. 2), 494. 19.3 
(GNP) 
Population (millions) 78. 81. 83. 3.0 
GNP Per Capita (dollars) 247. 286. 331% e307 
Gross Domestic Product 
(GDP) 18,060. 21,461. 25,155 7; 
Real GDP (1959-60 
prices) 4,736. 5,066. 5 338. 


2 


GDP by Sectors (% of total) 
- Agriculture x a 30. 30. 


- Mines & Industry 16. L%& 18. 
- Construction, Electric- 
ity and Gas 
Trade & Transportation 
Public Administration 
and Defense 
Other Services 


Expenditure & Savings Ratios 
(as % of GNP at current market 
prices) 
- Private Consumption 78. 
- Public Consumption 9. 
- Gross Domestic Invest- 
ment 19. 
Gross Domestic Savings 
(as % of GDP at current 
market prices) Ss 
Savings/Investment 
Ratio 36. 


Balance of Payments 
- Exports (f.0.b.) 1,644 
- to United States 118 
- Imports (f.o.b.) 3,816 
- from United States 585 
Trade Balance -2,172 
Net Invisibles 1,062 
- Remittances a4 395 
- Current Account -1,110 
- Capital Account 816 
- Change in Reserves - 294 
Total Reserves (year end) 328 
- In Months of Import 1 

Coverage 

Total External Debt* 7,800 
- as % of GNP 40. 
Debt Service** 463 
Debt Service Ratio** fe 


Money Supply (year end) 7,720 
- as % of GDP 42. 


Price Indices (1969-70=100) 
- Consumer (year end) 289. 
- Wholesale 289. 


*Outstanding and disbursed. 
**Includes effects of debt relief. 


Source: Pakistan Economic Survey, 1980-81 and Embassy estimates. 





SUMMARY 


Pakistan's economy had an impressive year in 1980-81. Real 
GDP* grew by 5.7 percent as agricultural production increased, 
industry continued its recovery from the doldrums of the 
1970s, monetary growth was restrained, and the balance of 
payments situation improved. The Government has embarked on 

a wide-ranging program of structural reform which, with the 
support of the IMF and IBRD, has as its objectives improved 
agricultural and industrial productivity, increased investment 
through mobilization of national savings, the rationalization 
of prices, and the channeling of additional resources into 
social services. The United States has proposed a multi-year, 
$3 billion bilateral military and economic assistance program 
which awaits congressional approval. The anticipated resumption 
of U.S. aid, other significant levels of external assistance, 
and a resurgence of interest in industrial investment are 
expected to offer excellent opportunities for American firms 
to expand their role as Pakistan's major foreign supplier. 
Prospects for U.S. investment and joint ventures with Pakistan 
entrepreneurs also seem to be significantly better than at 

any time since the early 1970s. 


PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


The Pakistan economy experienced another good year in PFY 1980- 
81 as higher agricultural output and continued industrial 
expansion combined to produce a real GDP growth of about 5.7 
percent. This represents the fourth consecutive year of 

growth at a level of about 6 percent and was achieved despite 
the demands imposed by regional tensions and a sustained inflow 
of Afghan refugees. In the agricultural sector, record wheat 
and sugarcane crops were largely responsible for a four to 

five percent increase in output. Agricultural exports expanded, 
and Pakistan remains one of Asia's few net food exporters. 
Meanwhile, the Government continued its efforts to phase out 
input subsidies while investing heavily in infrastructure. 
Industrial output rose by nine percent despite stagnation in 
some segments of the textile industry. The Government's 
industrial objectives continue to be stimulation of private 
investment and rationalization of public sector enterprise. 
Pakistan's financial situation also improved in PFY 1980-81: 
government revenues increased, the magnitude of the overall 
budget deficit declined, and dependence on domestic bank 
borrowing lessened. Money supply growth was somewhat restrained, 
in line with targets mutually agreed upon with the IMF, but 
pressure on prices continued to mount. The balance of payments 
picture was brighter than had been expected, with exports rising 
in both volume and value and import growth below expectations 
despite the introduction in December 1980 of import liberaliza- 
tion measures. These circumstances, combined with a sharp rise 
in workers' remittances, kept the current account deficit to 


*NOTE: See page 12 for definition of acronyms. 





about $900 million. This shortfall was financed by foreign 
capital inflows, drawdowns on the IMF Extended Fund Facility, 
short-term commercial borrowings and debt relief, and at the 
end of PFY 1980-81, Pakistan was able to increase its foreign 
exchange reserves to over $1 billion. 


Despite these overall favorable trends, Pakistan's economy 
remains troubled by an investment/savings gap, growing 
dependence on foreign energy supplies and workers' remittances, 
a high rate of illiteracy, and population growth of three 
percent per annum. The government is actively working on 
solutions to these problems and has embarked upon a significant 
program of reforms based around the IMF Extended Fund Facility 
and World Bank and Asian Development Bank structural adjustment 
and development loans. The proposed U.S. economic assistance 
package would complement these efforts. 


AGRICULTURE 


Agricultural production, which accounts for nearly one-third 

of Pakistan's GDP, increased by four to five percent in PFY 
1980-81, the fourth consecutive good crop year. Most of the 
growth stemmed from increased production of wheat and sugarcane. 
Pakistani farmers also continued to expand and diversify the 
output of minor crops, especially fruits and vegetables. 


Pakistan remains one of Asia's few net food exporters, even 
though oil seed production has lagged far behind the surging 
demand for edible oil. The vegetable oil shortfall totalled 
465,000 metric tons in PFY 1980-81, and imports of a similar 
or greater magnitude are projected for PFY 1981-82. 


Nearly 11.5 million metric tons of wheat were harvested in PFY 
1980-81, a five percent increase over the previous record 
harvest. Pakistan has apparently achieved its long sought-after 
goal of cereal self-sufficiency, an important accomplishment 
Since wheat is a basic staple in the Pakistani diet and 
continued increases in production are required to accommodate 

a net three percent annual rise in population. The wheat 
harvest for PFY 1981-82 is projected to reach 12.2 million 
metric tons. 


Cotton output in PFY 1980-81 totalled about 4.1 million bales. 
The PFY 1981-82 harvest, now just begun, is expected to yield 
4.6 million bales, a 12 percent increase. The area devoted to 
cotton, 5.12 million acres, is only slightly greater than in 
1980, but per acre yields are expected to be better. Domestic 
textile mills will utilize about 2.2 million bales, leaving a 
sizeable carryover for the export market. Pakistan has become 
a major cotton exporter, second only to the United States, and 
foreign exchange earnings from external sale of raw cotton 
amounted to $532 million in PFY 1980-81. 





The 1981 rice crop is forecast to be somewhat larger than 

in 1980 possibly as much as 3.3 million metric tons. The 
support price for paddy rice varieties has been raised by 

13 to 16 percent, and the Rice Export Corporation of Pakistan 
is expected to top last year's sales of more than 1.2 million 
metric tons. Rice exports, including high value, long grain 
"basmati" rice, amounted to $564 million in PFY 1980-81, 

or approximately 20 percent of Pakistan's total export 
earnings. 


Sugarcane production reached a record 32 million tons in 

1980, a level of production 16 percent over. that of the 
preceding year. This was made possible because of better 

farm gate prices and policy changes which permitted sugar 
mills to sell a portion of their output in the open market. 
Domestic sugar prices subsequently declined, and Pakistan 

is again self-sufficient in refined sugar after a shortfall 

in PFY 1979-80. Refined sugar output in 1981-82 should exceed 
the 850,000 metric tons processed by Pakistan mills during 

PFY 1980-81. 


The Government hopes to increase agricultural production in 

PFY 1981-82 by 5.1 percent. Pakistani farmers have responded 
well to government policies which have increased support prices 
and the availability of fertilizer, credit, disease resistant 
seeds, and water for irrigation. In addition, the Government's 
recently initiated practice of announcing new support prices for 
major crops in advance of the planting season should give it 
more scope for influencing the production of key commodities. 
The government, assisted by the IBRD, has made substantial 
allocations for improvement of the irrigation system, measures 
to combat salinity and water logging in lower reaches of the 
Indus Basin, a restructuring of agricultural extension services, 
and a more comprehensive approach to agricultural research. 
Pakistan is also committed to developing an oil seed strategy 
which seems likely to feature more modern private sector 
vegetable oil processing facilities, introduction of non- 
traditional oil seeds, and measures to increase cotton and 

rape seed yields. 


INDUSTRY AND PETROLEUM 


Industrial output rose by about nine percent in PFY 1980-81, 
the result of government incentives, completion of several 
major industrial projects, and domestic demand fueled by 
rising workers' remittances and higher agricultural sector 
income. There were sharp increases in the output of sugar 
and fertilizer as well as buoyant growth in small-scale 
manufacturing. Small, privately owned firms employ a 
growing portion of the industrial labor force and account 





for a steadily increasing share of manufacturing value 
added. Allowed to import capital goods up to $250,000 

duty free and exempted because of their size from the 
labor code, these companies have enjoyed significantly 
higher worker productivity and a substantial rate of return 
on capital. 


The textile industry, which accounts for about one-third of 
Pakistan's industrial production, was stagnant in PFY 1980- 
81. Yarn production was up slightly but cotton cloth output 
declined by nearly 10 percent. Larger textile mills, in par- 
ticular, have had difficulty competing in the world market 
and with domestic cottage industry weavers who have lower 
operating costs and a higher level of worker efficiency. 
Exports of cotton cloth and yarn are constrained by trade 
agreements and many textile mills operated during PFY 1981- 
82 at below capacity and without the prospect of earning 

the capital needed for plant upkeep and modernization. There 
have, nonetheless, been substantial new investments in the 
spinning industry. 


A major Soviet-built steel mill was inaugurated in Karachi 

in September, and the first two blast furnaces have begun 
producing pig iron for domestic consumption. When fully 
completed in 1985, the $2 billion complex will have the 
capacity to produce 1.1 million tons of steel annually. 

Though cement production increased to 3.5 million tons in 

PFY 1980-81, output remained below domestic demand. Production 
of jute products, cooking oil, mild steel products, bicycles, 
and soda ash rose by over 10 percent. 


Fertilizer production increased by 36 percent to 590,000 
nutrient tons in PFY 1980-81 with the completion of a 
government-owned urea plant and better capacity utilization 
in another public sector factory inaugurated in 1980. Two 
more fertilizer factories (one of which is a private firm) 
will come on stream during this fiscal year,and this should 
push production up to 761,000 nutrient tons -- an amount 
equivalent to two-thirds of domestic demand. 


Performance of the public sector industrial enterprises 
continued to improve in PFY 1980-81, primarily as the result 
of closures, mergers, and efforts to improve management. 
Pre-tax profits of these firms reportedly rose to over $65 
million, but the sector is still plagued by high costs, lack 
of financial incentives, worker indiscipline and declining 
productivity. 


The increased availability of raw materials and semi-finished 
goods, better capacity utilization, a more rational approach 
to pricing, and the completion of new plants make it seem 
likely that the Government's overall target of expanding 
manufacturing output by 8.8 percent in PFY 1981-82 will be 
realized. 
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Despite concerted efforts to expand production from known 
deposits in the Potwar Basin, oil output remains a disappoint- 
ing 10,000 barrels a day, about a 10th of Pakistan's daily 
consumption. Four wells are currently being drilled in the 
Potwar area and more are planned, but the extremely difficult 
geology of this region has made exploration and development 
difficult and expensive. Exploration efforts in other areas 
of Pakistan by foreign firms and the government-owned Oil and 
Gas Development Corporation have thus far revealed no confirmed, 
Significant new oil deposits, although one American firm has 
had a promising oil discovery in southern Sind in a region 
previously believed to be gas prone. 


Natural gas production has risen to 900 billion cubic feet 
per day, a 13 percent increase over the previous year. Much 
of the increase has gone to new fertilizer plants which 
currently consume a fifth of all gas production. Natural 
gas supplies 42 percent of Pakistan's energy needs, but the 
gas pipeline network will have to be expanded and additional 
development wells drilled if supply is to keep pace with 
anticipated growth in demand. Better delineation of existing 
gas fields is also required,as is additional exploration, 
This latter activity has been limited to some degree by the 
Government's failure to approve a more realistic structure 
for gas pricing. 


MONEY AND BANKING 


Government monetary and credit policies in PFY 1980-81 
sought to limit the rate of increase in domestic liquidity 
so as to reduce pressures on domestic prices and the need 
for deficit financing. This program of demand management 
was largely successful, and the growth in money supply was 
held to about 16 percent --a level below the increase in 
nominal GNP. Government credit utilization expanded largely 
because record wheat harvests necessitated unanticipated 
public sector purchases of these commodities. Credit 
utilization by public enterprises also rose while the credit 
demands of the private sector were somewhat curtailed. 


Despite the Government's effort to restrain monetary growth, 
Pakistan continued to be troubled by raising prices. In 

PFY 1980-81, consumer prices rose 15 percent while wholesale 
prices climbed 20 percent. External factors -- i.e., rising 
cost of imports and higher levels of workers' remittances -- 
accounted for much of this inflation. 


The budgetary situation improved in PFY 1981, the result of 
increases in current revenues, a cutback in subsidy payments, 
debt rescheduling, and assistance from the IMF. Recourse 

to Central Bank financing of the budget deficit declined in 
part because of government issuance of $100 million in long- 
term bonds at a higher than normal interest rate to the 
banking sector and a decline in spending on public sector 
industry. That portion of government spending financed by 





borrowing from the State Bank of Pakistan declined to $386 
million or about 1.4 percent of GNP. 


The PFY 1981-82 budget reflects the Government's commitment 
to a tight fiscal policy. Real increases in spending occur 
in only a few areas, and over half of current expenditures 
are devoted to defense and debt servicing. Subsidies in PFY 
1981-82 are to be limited, and investment in publicly owned 
industry has been sharply reduced. There will be a modest 
rise in spending for social services, and development outlays 
will be concentrated in agriculture, water and power, and 
transportation and communications. 


The program to "Islamize" the Pakistan economy added a new 
component on January 1, 1981, with the introduction of optional 
profit and loss savings (PLS) and time deposit accounts at the 
five nationalized commercial banks. These new accounts operate 
on a profit sharing basis. According to figures released at 
mid-year, the returns offered on PLS deposits were above those 
received on conventional interest-bearing accounts. As of 
mid-1981, PLS accounts had attracted deposits of over $300 
million, some 10 percent of total savings and time deposits. 

A second component of Islamization is "Zakat," a tax of 2.5 
percent levied on all savings accounts above $200 and on 
dividend payments. This tax, the income of which is used for 
social welfare, has seemingly had little effect on the overall 
level of savings. The Government has adopted a gradual approach 
to Islamization so as to avoid any negative impact on capital 
accumulation and investment. Foreign loans and credits have not 
been affected by Islamization measures. 


INVESTMENT OUTLOOK 


The Government of Pakistan's policy of encouraging both foreign 
and domestic investment contributed to the 12 percent increase 
in tctal fixed investment during PFY 1980-81. Public sector 
investment, representing 68 percent of total domestic fixed 
capital formation, is being directed away from long-term 
capital-intensive industrial projects toward more quick- 
yielding projects in agriculture, energy, and social services. 
Although most private investment continues to be concentrated 
in agriculture, transportation, real estate, and commerce, 
private investment in manufacturing increased in PFY 1980-81 

by 27 percent. The value of projects approved by the Investment 
Promotion Bureau rose from $800 million in PFY 1979-80 to over 
$900 million during the last fiscal year. In a contradictory 
trend, the aggregate market capitalization of the Karachi 

Stock Exchange decreased slightly to $660 million while the 
index of shares rose by 14 percent. Private sector confidence 
and investment continue to be restrained by concerns over the 
process of political transition, lingering memories of the 





previous Government's nationalization policies, and unrealized 
demands by business for changes in tax law and the labor code. 
Inadequate infrastructure -- e.g., difficulties in obtaining 
water and power hook-ups, the limited availability of 
telephone and telex lines -- has also been an inhibiting 
factor in overall investment growth. 


During the past 12 months, the Government has taken steps 

to fulfill its pledge of encouraging private investment. 

The process of obtaining government sanctions for new invest- 
ments has been streamlined and accelerated. Investments 

under $2 million with a foreign exchange component of less than 
$1 million no longer require permission from any government 
agency provided they do not fall under the negative list of 
industries or locations, and at the beginning of the current 
fiscal year, the Government reduced the maximum income tax 

rate for companies by five percent to about 61 percent of 
profits. In addition, an Export Processing Zone was inaugurated 
near Karachi where factories will pay no duties on goods imported 
as components for export-related assembly. Foreign investment, 
particularly from the Persian Gulf countries, has seemingly 
responded well to these new incentives. Currently, domestic 
savings cover only about 40 percent of total investment, and 

the Government is mounting an intensive effort to improve the 
mobilization of domestic capital. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


Pakistan significantly improved its balance of payments in 

PFY 1980-81. Exports rose in value terms by 26.4 percent, to 
$2.9 billion, while imports grew to $5.5 billion --an increase 
of only 12.8 percent and a level below the rise in nominal GNP. 
Lower than projected import growth appears to reflect a lagged 
response to anticipated import liberalization measures as 
there were inventory drawdowns by many entrepreneurs. This 
development also may be due to continuance of restrictive 
credit policies and the success of the Government's efforts 

to increase domestic production of wheat, sugar, cement, and 
other commodities. Major imports categories continue to be 
petroleum, capital goods, fertilizers, and edible oils. 

Exports were led by rice, followed by raw cotton, cotton cloth, 
and carpets. Workers' remittances continued their dramatic 
rise, increasing 22 percent to $2.1 billion. The resulting 
PFY 1980-81 current account deficit, circa $900 million, 
represented four percent of GDP and was significantly less 

than that of the previous year. 


In the capital account, foreign aid inflows were down slightly 
and debt relief was less than Pakistan had been seeking. 
The shortfall, however, was more than made up by agreement 
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with the IMF on an Extended Fund Facility and short-term 
borrowing in the European market. American banks co-managed 
two $200 million Eurodollar loans during PFY 1980-81, which 
were noteworthy for relatively favorable rates of interest. 
Free foreign exchange reserves increased by $364 million and 
totalled almost $1 billion, the equivalent of about 

two months of merchandise imports at the end of PFY 1980-81. 
Pakistan also possesses gold reserves of 1.8 million troy 
ounces, worth about $775 million, but these holdings are not 
normally used for the financing of foreign exchange transactions. 


As of June 30, 1980, Pakistan's external public debt had 
reached $11.2 billion, 45 percent of GNP. Although most 

of this amount had been contracted on concessional terms, its 
servicing has become more burdensome. During PFY 1980-81, 

for example, Pakistan was due to repay some $850 million in 
principal and interest. In January 1981, a special meeting 

of the Aid to Pakistan Consortium agreed to reschedule 90 
percent of the debt service payments on official concessional 
assistance falling due between January 15, 1981, and July 14, 
1982, and as a result of this agreement and other bilateral 
accords reached with other creditors, Pakistan was able to 
obtain some $160 million in debt relief during PFY 1980-81. 
The debt rescheduling agreement came two months after the 
Signing of an IMF Extended Fund Facility agreement which 
provides SDR 1,268 million in balance of payments support over 
three years, a period during which Pakistan will pursue medium- 
term stabilization and structural adjustment policies. These 
measures have allowed Pakistan to keep its debt service ratio 
to below 14 percent. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


Sustained economic growth}? the conclusion of an Extended Fund 
Facility agreement with the IMF; major loans by the Asian 
Development Bank and IBRD for agriculture, energy, and infra- 
structure; and the prospect of a resumption of American 

economic assistance combine to enhance substantially the 
importance of Pakistan as a market for American business. 
American exports to Pakistan approached $600 million in PFY 
1980-81, and a further expansion in sales of American merchandise 
is anticipated. Export opportunities for American firms 

should also improve as a consequence of the gradual introduction 
of import liberalization measures designed to enhance the 
quality and competitiveness of Pakistan's manufactured products. 


In agriculture, there are excellent possibilities for additional 
exports of vegetable oil but limited prospects for grain sales. 
Phosphatic fertilizer imports are expected to increase, but 

the outlook for urea is unclear because of increased domestic 
production and dampening of demand related to the reduction 

of the fertilizer subsidy. If approved by the U.S. Congress, 
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economic support funds will be made available to Pakistan 

in PFY 1981-82 for the financing of agricultural imports, 

and in particular, phosphatic fertilizer and farm and irrigation 
machinery and equipment. The Government is committed to 
developing a program to expand domestic oil seed production, 
and this will provide opportunity for U.S. seed producers 

and suppliers of oil seed crushing and processing equipment. 
ADB- and IBRD-financed projects to develop agricultural 
infrastructure may also be of interest to U.S. engineering 
firms and consultants. The rising cost of farm labor and 
worker shortages during critical harvest periods have resulted 
in increased reliance on tractors and harvesting equipment, 

a trend which should continue to offer scope for new sales. 
Increased awareness by the Government of the potential of the 
agricultural sector has created a favorable environment for 
agro-business and brought about a closer examination of the 
possibilities for agricultural exports. This is an area 

where U.S. business seems particularly well suited. 


Investment in Pakistan by American firms has increased in 
numbers and magnitude. Most recent American interest has 
gone into oil exploration, but there have also been new 
joint ventures in manufacturing. There is a continuing need 
to locate new sources of oil and gas and to develop further 
Pakistan's indigenous energy potential. An upward change in 
domestic gas and oil pricing would make such activity more 


attractive to U.S. business and would, in all likelihood, 
result in projects which would command financing from the 
international development banks. Government plans to 
denationalize industrial plants and increase domestic output 
seem likely to provide scope for rising sales of both 
capital goods and technology. For the first time in many 
years the textile industry is seeking to replace antiquated 
equipment, and other private sector entrepreneurs are being 
compelled to contemplate new investment to meet rising 
consumer demand. This will afford U.S. business a "window 

of opportunity" and suggests that a close look at the Pakistan 
economy is now in order. This process will be facilitated by 
a November Investment Mission to Pakistan by the U.S.-Pakistan 
Economic Council. 


With export outlook for U.S. business improving, there appear 
to be excellent opportunities for sales of: edible oils; 
edible oil processing equipment; animal tallow; chemicals, 
pharmaceuticals, and fertilizers; metal working and finishing 
machinery and tools; farm tractor and other agricultural 

and irrigation equipment; chemical, cement, and fertilizer 
plants; synthetic fibers and yarns; spinning, weaving, and 
finishing machinery for cotton, woolen, and synthetic textiles; 
hosiery knitting and garment manufacturing equipment; computers 
and software; communications and power generation and distribu- 
tion equipment; mining, construction, materials handling, and 
earth-moving equipment; and oil and gas field equipment including 
pipe and related material. 
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Acronyms used in this Foreign Economic.Trend are spelled out 
as follows: 


GDP - Gross Domestic Product 

IMF - International Monetary Fund 

IBRD - International Bank for Reconstruction and Development 
PFY - Pakistan Fiscal Year 

GNP - Gross National Product 

SDR - Special Drawing Rights 

ADB - Asian Development Bank 





